Strenuous efforts by donors and lenders over four decades turned Mozambique from a socialist success story into a neoliberal capitalist one. The private sector dominates; a domestic elite dependent on foreign companies has been created. But a secret $2.2 billion arms and fishing boat deal involving Swiss and Russian banks and Mozambican purchases from France, Germany, and Israel, with large profits on all sides, was a step too far down the donor's capitalist road. The IMF cut off its programme and western donors ended budget support.
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For Mozambique, a goal of lenders and donors has been to convince a significant portion of the elite that the move to neoliberalism and comprador capitalism was to their benefit, and also would help Mozambique. This used a mix of carrots and sticks. At the level of the national government, aid and lending has been reduced or increased in response to changes in government policy that were deemed to be good or bad. However, individuals rather than institutions have been a key target, especially in the post-war 1990s when the IMF depressed salaries. Donor and UN agencies offered the best jobs and highest salaries; for those who stayed in government and were cooperative, there were salary top-ups, per diems, cars, consultancy contracts, foreign trips, or sometimes even hiring their relatives in aid agencies or on projects. The 'partners' of the donors and lenders who received these rewards were those who supported the changes, and acted in the interests of lenders and donors. Thus they became a comprador group.
Change management attempts to be persuasive, winning over the largest possible group of people, while marginalising or dismissing the rest, and this happened 5 In this paper, I argue that lenders and donors have continued with policies and decisions that benefit the compradors and those who want to join the global elite, while working against those who want an honest domestic development. Of course, no one stands up and publicly states 'we are going to create corruption and buy the elite', nor are there secret meetings in closed rooms to plot a conspiracy to corrupt Mozambique -although there have been closed donor meetings in which it was agreed not to oppose corruption because there were higher priorities. Over four decades the policies enforced and individual decisions taken mean that donor and lender impositions have sharply increased corruption and promoted a culture of secrecy.
It is individual Mozambicans who make the deals with foreign companies and benefit from corruption, and they act from a mixture of greed and a genuine belief that in a neoliberal world they are benefitting their country. Many Mozambicans have fought to oppose this trend and to promote integrity and domestic production, but the change management process means that most have been marginalised. In this paper, I map the twisting road laid out by the donors and lenders, and show how the promoters of the arms and boats deal could have thought they were following this road.
A role in the Cold War
Mozambique may seem a small and marginal African country, but it became important in the struggle between 'capitalism' and 'communism', and thus attracted disproportionate diplomatic, intelligence, donor and lender attention. 'Privatization of the railways and ports, of the schools, of the hospitals. That's what the IMF is saying in the negotiations. They've attacked our revolutionary gains and our life.' 17 There was huge pressure to rapidly privatise, and especially to privatise large enterprises such as sugar estates and beer factories to foreign companies. In the 10 years 1989-98 over 800 of 1,250 public enterprises, including 70 large companies, were privatised. 18 But for smaller businesses, there was an unexpected convergence of interests on a non-transparent privatisation to officials and to friends and family of the elite. Donors supported this because key people would be benefitting from the transition to capitalism. On the government side, the war was causing increasing corruption and some in the leadership were opposed to negotiations to end the war; privatisations were a way to side-line corrupt generals and hardliners who could be retired and given their Mozambicans had been severely restricted from conducting business by the colonial authorities. In the first decade of independence many Mozambicans found themselves running abandoned shops and larger businesses and learning by doing. Some were successful and in the 1990s some of the privatised and still state-owned business proved to be successful and well run. 21 Despite some successes, the biggest problem was a severe shortage of business skills and experience -the very basic abilities to keep accounts, calculate profit and loss, write even a simple business plan, and think in terms of customers. And none of the donors and myriad consultants offered that kind of training, nor did they stress that running a business is hard work. And the war left businesses decapitalized, but with market fundamentalism, this weak business sector was on its own and never really recovered.
businesspeople had little experience of the world of capitalism and were, in effect, being given a crash course by the donors and lenders. 22 And the lesson was that capitalism is not about profit and production, but about patronage -businesses were privatised and given 'loans' that need not be repaid based on who you know and donor whim. And for the new businesses, government and donors were major customers and contracts with both were based on patronage, and often kickbacks.
Internationally, two phrases characterised economic thinking in the 1980s: one was the 'trickle down theory' that if money was given to the rich they would spend it and benefits would 'trickle down' to the poorer, and the other was 'Greed is Good,' given 
Banks and murder
In the early 1990s banking was liberalised and the government was pressed to privatise the two state-owned commercial banks, Banco Chifunde district, Tete -one of the best districts for tobacco -from another company, Dimon, to MLT. 30 Despite the guilty plea, no lender or donor pushed for the governor to be prosecuted in Mozambique, or for MLT to lose its exclusive rights to the district (even though there had been a local peasant protest in Chifunde about the transfer).
As tobacco shows, although Mozambican producers cannot be protected against competition, foreign investors can be, as shown in two other cases. Mozambique's sugar estates were badly damaged in the war and needed substantial investment to be rehabilitated; international sugar companies agreed to take over the estates, but only if they were protected. The IMF agreed, and imported sugar must still be sold at a higher price than claimed local production costs. Coca Cola, owned by the South African
Bottling Company (Sabco), was given similar protection at the same time.
Forcing corruption and foreign dependence
Corruption and distrust seem endemic in Mozambique today. The Afrobarometer survey of 2,400 adult Mozambicans carried out in 2012 found that of those who needed a document or permit, a school place, or health care in the year before the survey, roughly one quarter had to pay a bribe. 32 A survey by Transparency International in 2011 found that Mozambique was the most corrupt country in southern Africa, with 68% of people who had come into contact with at least one of nine services having to pay a bribe in the past year. 33 Of those who had contact with the police, 48% paid a bribe. For health, and education, 39% and 35% paid. Of course war is hugely corrupting; shortages trigger the growth of a parallel market and profiteering. Indeed, as we noted earlier, the army itself had become corrupt by the late 1980s. Something else happened at the end of the war which changed people's attitudes fundamentally. In 1990 with the end of the war in sight, the IMF began to impose a particularly harsh form of strucutral adjustment. Aid was capped and post-war reconstruction blocked because it was claimed it would be inflationary. Most important was a severe wage squeeze. In 1991 the civil service wage range was $31 to $500 per month, which the World Bank said was 'very low' and should be raised.
Instead the IMF forced a massive cut, and in five years the range was $20-$150 per month. Nurses and teachers fell below the poverty line in early 1992, below the abject poverty line in mid-1993, and below $40 per month in early 1996. 35 The outcome was unprecedented corruption and dependence on foreigners.
For nurses and teachers, and other civil servants, there were only two choices for feeding the family -take time off work to cultivate a garden and grow food, or ask for informal fees. A primary teacher commented: 'we in education have one foot inside and the other out, because we are parents and we don't want to see our children dying of hunger.'
Toward the end of the war there was a huge influx of non-government organization (NGOs) and a large increase in donor and lender staff. They paid relatively high salaries and hired key Mozambican technicians and civil servants; government department directors became embassy secretaries or junior project officers in order to earn a good salary. Some donors realised that they were decapaciting the government and losing the people in government they needed to make their projects function, so they began a system of topping up the salaries of those government officials who worked with them. This took two forms -direct, official added salary payments, and Divisions began to appear between the IMF and some donors, who in 1995 forced the Fund to allow some increase in the minimum wage. But the Fund still kept a tight cap on the total government wage bill. 36 In 2006 donors complained that this did not take into account their desire to increase aid, and made it impossible to hire enough teachers and health workers to meet the Millennium Development Goals. 37 The result was that donors increasingly hired health workers as part of projects or paid 'top-ups' to government staff working partly on projects. This was all 'off-budget', and all these people knew that all or part of their income was at the discretion -indeed whim -of donors.
Was it intentional, or simply useful? Did IMF staff really believe that creating corruption and hunger was a necessary price to curb inflation, even when it was seen not to work? Did donors and lenders genuinely feel they were helping Mozambique by hiring the best staff and by taking key civil servants away from their desks to attend endless seminars? Many well-intentioned aid workers probably did. But creating a comprador group was a major social change which they also found very useful.
By the late 1990s, popular discontent with corruption at all levels was growing.
It was not just teachers and nurses, but also the Frelimo elite at both local and national levels, who were accused of using their positions for personal gain. The family of President Joaquim Chissano was increasingly implicated. In the 1999 election Chissano was re-elected president but the election was close with his margin only 200,000 votes.
A Frelimo investigation found that many had not voted for Chissano because he was Hoyo soya plantation in Zambézia promised a 41% rate of return and to be making a profit within two years. Legal action was taken against me to try to stop me publishing the 41% and keep it secret; such returns were impossible and the project collapsed. collapsed and traders captured any extra profits, so peasants lost out badly. In secret, from 2001 the government adopted an explicitly interventionist strategy supporting the development of new factories and agreeing with cashew traders that they only be allowed to export raw cashew after local factory demand was satisfied -explicitly against the World Bank 1995 policy -and providing peasants with tree seedlings, spraying and technical assistance. By 2006 it was a public success, but for five years it was kept extremely low key so that donors and lenders did not have to admit it was happening.
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The '7 million'
Another secret development project proved to be more complex and controversial. The brazenly intervened in the campaign with a public declaration that they would oppose a development bank. 45 The new government's response was to sneak a single line into the 2006 budget for a district development fund, with 7 million Meticais ($280,000) for each of 144 districts (and thereafter always called the '7 million' by the public, even though it was subsequently increased).
been extremely careful. They realised that any discussion about how the money was to be used would be noticed by donor representatives in the ministries, so there was no prior discussion -simply the insertion of a single budget line. Most people in government agreed that a proper development bank would have been better, because it could have been properly organised with support which had been offered by the highly successful Brazilian and South African development banks. But as that was not allowed, the '7 million' was the next best thing. Rules had to be created after the fact and there was corruption and patronage, but the 7 million has been successful in putting substantial amounts of money into the rural economy and helping to create at least some rural businesses and jobs.
Another secret development deal involved the first major coal mine in million for the government for a special development fund deposited in a New York bank account. 47 The justification was that IMF spending caps still restricted development spending, so the money needed to be kept off the budget. Enough donors agreed, so the government was allowed to keep its $120 mn slush fund.
Thus over two decades a climate was created in which good was done in stealth.
Development actions such as the cashew industry, the 7 million and donor funding of health and development workers could only be accomplished if they were kept below the radar. Donors and lenders had huge power, and if they would not allow discussion, as of the development bank, then even good people in government felt they had to act in secret. Sometimes it was sufficient to just keep actions low key, as with cashew, so donors and lenders were able to hide their eyes.
There are two problems with the climate of secrecy. The first is that broader discussion often leads to better results. Although cashew was well handled, in part because many people were involved, the '7 million' could have been much better organized with more and broader discussion. deals and development are done in secret, without public discussion; 3) Self-interest:
getting rich will help the poor and it is reasonable to want a share of the spoils; and 4)
Gas: loans will be paid off by the gas money.
This seemed the road which had been mapped out over 35 years by the 'international community': lenders, donors, ambassadors and international business people.
The secret loans
Thus it may not have seemed strange in 2011-13 when President Guebuza was presented with a secret proposal to create a tuna fishing fleet, a maritime security company, and a ship repair and maintenance company. Illegal and unregulated fishing is a major problem around Africa, especially in Mozambique, 50 so a national tuna company could be profitable and exploit local resources. Similarly Mozambique could establish sovereignty over its own territorial waters, and could provide security for the offshore gas industry. The proposals for the three companies said they would repay the loans and earn large profits from fishing, ship repair, selling security services to oil and gas drilling rigs, and by charging fishing boats and cargo ships passing through the Mozambique channel.
The package may have seemed reasonable at the time. The project would be secret, both on commercial grounds, but also to not let donors and lenders know that three state companies were being set up. As with cashew a decade earlier, the government could only promote a good development programme if the more rigid donors and lenders did not see. And in 2013 the prices of oil and gas were very high, so a government guarantee for the loans seemed a safe idea.
Initially the project seemed to have international approval. The loans were organised by major banks, Credit Suisse and VTB, which is 61% owned by the Russian State loan guarantees require parliamentary approval, which had not been requested.
And by this time oil and gas prices had collapsed and the gas projects in Mozambique were delayed. In April 2016, the IMF stopped disbursement on a loan under the Standby Credit Facility and the budget support donors all stopped payments directly to the government budget (but continued to fund projects). 55 It appears that the three loans had been negotiated by Armando Guebuza, when he was president, and a very small group around him. When Filipe Nyusi's new government took office in January 2015, they did not know the details and magnitude of the loans, although they knew they had a problem. Adriano Maleiane, who is highly respected and who two decades earlier had fought with the World Bank and IMF to try to prevent corrupt bank privatizations, was named finance minister in 2015 to try to clean up the mess and deal with lenders and donors.
The initial offense, as it had been a decade earlier with the '7 million' district development funds, was that it had been kept secret from donors and the IMF. But the '7 million' had at least been a been a single budget line; this was much more serious because it had not been included in the state budget and the guarantees had not been approved by parliament. In mid-2016, when details of the three projects had still not been made public, available information suggested that the loans became an umbrella for substantial military equipment purchases. And there were accusations that prices, for example of the fishing boats, were inflated to allow commissions for various parties to the agreement. 56 IMF Managing Director Christine Lagarde told the BBC on 18 May 2016 that in keeping the loans secret, the Mozambique government is "clearly concealing corruption." 57 The argument could be made that just as the '7 million' had to be introduced without proper discussion and regulation so that the donors and lenders did not block it, so tuna and maritime security had to be done the same way. But with the boats, the secrecy had a much higher price. The basic ideas of tuna fishing and maritime industries are probably sensible, but Mozambique has no crews capable of running the fishing boats or the sophisticated patrol boats, and there had apparently been no discussion with the gas companies as to whether they would accept a purely Mozambican security company (which seems highly unlikely). Public discussions and open tenders might have led to longer term joint ventures with appropriate training and the potential for contracts with the gas companies. More open discussions would have allowed experts to check profit predictions, the appropriateness of the boats, and the prices being offered.
Conclusion: following the road map
Taking $2.2 billion in secret loans to create security service owned fishing and maritime companies seems a flagrant violation of both 'good governance' and good sense.
However, the loans and projects follow the road for the creation of domestic capitalism shaped by donors and lenders during more than four decades of change management. In moving the Mozambican elite away from socialism, lenders and donors promoted a particular model in which domestic business was based on patronage, government and donor largesse, and rent-seeking. Businesspeople and members of the elite were expected to service foreign interests. The split between the lender and donor rhetoric of market fundamentalism and the need to intervene to create a domestic business class
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was recognised, and thus government and the elites were given space both to promote development and promote their own interests so long as it was done in secret and did not challenge the rhetoric. And with the potential of billions of dollars from gas to be shared between foreign and domestic interests, local elites were encouraged to dream of super riches. The $2.2 billion in loans fit within this pattern -and had it not been for the unexpected drop in oil and gas prices, lenders and donors probably would have allowed it to pass with little comment and a small slap on the wrist.
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